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PROGRAM GRANT AGREEMENT

G ant Nunber 180-T-601

Bet ween
THE GOVERNMENT OF THE REPUBLI C OF HUNGARY (" G antee")
and

THE GOVERNMENT OF THE UNI TED STATES OF AMERI CA, acting
I .

t hrough the Agency for International Development ("A. 1.D.")

ARTI CLE
The G ant

To assist the Grantee with regard to both policy initiatives
and i nplementation aspects of its Energy Sector Reform program
with particul ar enphasis on pricing reforns ("the Progrant) as
nore fully described in Annex A, A 1.D., pursuant to the Foreign
Assi stance Act of 1961, as anended, and the "Assistance for
East ern Europe" provision of the Foreign Operations, Export
Fi nanci ng, and Rel ated Appropriations Act, 1991, agrees to grant
to the Grantee under the terns of this Agreenment not to exceed
10.0 million United States dollars ($10,000,000) (the "G ant").

El ements of the description of the Programstated in Annex A may

be changed by witten agreenent of the authorized representatives
of the Parties named in Section 8.2, wthout formal anendnent of

this agreenent.

ARTI CLE 11

Conditi ons Precedent to D sbursement

SECTI ON 2. 1. Condi ti ons Precedent

Bef ore di sbursenent of the G ant, or issuance by
A.1.D. of docunentation pursuant to which disbursenent will be
made, the Grantee will, except as the Parties may ot herw se agree
inwiting, furnish to A I.D., in formand substance satisfactory
to A1I.D., or AI.D. will be otherw se satisfied of:

(a) a statenent of the nane(s) of the person(s) holding or
acting in the office(s) specified in Section 8.2, and of any



additional representatives, together with a speci men signature of
each person so desi gnated;

(b) a designation of the dollar separate bank account into
whi ch the Grant proceeds are to be deposited, together with
assurance that the account is established and will be maintained
in the manner required by Article 1V,

(c) a designation of the |ocal currency separate bank
account into which the Gantee will make required | ocal currency
deposits, together with assurance that the bank account is
established and will be maintained in the manner required by
Article V, and designation of the sub-account in the Social
Security Adm nistration required under Annex A to this Agreenent;

(d) evidence that new authority exists and is in effect for
the provision of additional neans-tested suppl emental assistance
for I owinconme pensioners and famlies receiving allowances for
raising children in order to offset the costs of increased energy
prices, which will permt paynments to this group of the $10
mllion equivalent in forint provided under the Gant plus
addi tional suns from other G antee resources;

(e) an opinion of the Mnistry of Justice, or other counsel
acceptable to A 1.D., stating that this Agreenent has been duly
aut hori zed and executed on behalf of the Gantee in accordance
with all of its terns, and that it constitutes a valid and
bi ndi ng obligation of the G antee in accordance with all of its
terms.

SECTI ON 2. 2. Notification

Wien A 1.D. has determ ned that the Conditions
Precedent specified in Section 2.1. have been net, it wll
pronptly so notify the G antee.

SECTION 2.3. Ternmnal Date for Conditions Precedent

If the Conditions Precedent specified in Section 2.1
have not been net within ninety (90) days fromthe date of this
Agreenent, or such later date as A.l.D. may agree to in witing,
Al.D., at its option, may termnate this Agreenent by witten
notice to the G antee.



ARTICLE 111

Di sbur senent

SECTI ON 3. 1. Di sbursenent of the G ant

After satisfaction of the above Conditions Precedent,
Al.D. will deposit the Gant into the bank account designated by
the Grantee pursuant to Section 2.1 (b).

SECTI ON 3.2. Date of D sbursenment

Di sbursement by A 1.D. will be deened to occur on the date
A.l.D. makes the deposit in accord with Section 3.1

ARTICLE 1V

G ant Proceeds

SECTI ON 4. 1. Dol | ar Separ at e Account

The Gant will be deposited to an interest bearing dollar
separate bank account (the "Dol |l ar Separate Account”) established
by the Grantee solely for the receipt of this Gant together with
any interest earned on the Grant proceeds. It nmay not be
comm ngl ed with other funds from whatever source. Interest or
other earnings will be treated under the terns of this Agreenent
as though it were principal (i.e., Grant proceeds), except for
payment of normal banki ng charges.

SECTI ON 4. 2. Uses of Funds Drawn fromthe Doll ar Separate
Account

G ant proceeds may be drawn fromthe Dol lar Separate Account
only for uses and in accord with procedures agreed upon by the
Parties, for reinbursenent of net dollar costs reasonably
incurred in connection with the inport fromthe United States of
eligible raw materials, internedi ate and capital goods, and
essential consunmer goods, as approved by A I.D. Under no
circunstances will eligibility for this purpose include itens
related in any way to surveillance; abortion; ganbling; weather
nodi fication; or mlitary, paramlitary, police, or |aw
enf orcenment functions.



ARTICLE V

Local Currency Deposits

SECTI ON 5. 1. Local Currency Separate Account

(a) The Gantee will deposit to an interest bearing
separate bank account (the "Local Currency Separate Account"),
est abl i shed solely for this purpose, currency of Hungary equal to
the amount of U S. dollars released to the Gantee pursuant to
Section 4.2, plus any interest or other such earnings on such
dol lars, calculated at the highest |egal rate of exchange at the
date of the release. These deposit(s) to the Local Currency
Separate Account nust take place within three (3) banking days of
the date(s) on which the dollar disbursenent and interest or
ot her such earnings are released fromthe Dollar Separate
Account .

(b) Funds deposited into the Local Currency Separate
Account shall not be comm ngled with funds from any other source,
except for earnings on the sanme funds. |Interest or other
earni ngs shall be programmed as though it were principal, after
deduction of normal banki ng charges.

SECTI ON 5. 2. Uses of Funds Drawn from Local Currency Separate
Account

Funds may be drawn fromthe Local Currency Separate Account
only in accord with agreed procedures in direct support of
Grantee’s energy pricing reformprogramas identified in Annex A
Under no circunstances may the funds be used for or in support of
surveillance; abortion; ganbling; weather nodification; or for
mlitary, paramlitary, police, or |aw enforcenent functions.

ARTI CLE VI

COVENANTS
SECTI ON 6. 1. Eval uati ons

The Parties agree to establish an eval uati on program
Except as the Parties otherwi se agree in witing, the eval uation



programw || include, at one or nore points during the
i npl ementati on of the energy pricing reform program

(1) evaluation of reasonable progress toward attai nnent
of the objectives of the Program

(2) identification and eval uation of problem areas or
constraints which may inhibit such attainnment;

(3) assessnent of how such information nmay be used to
hel p overcone such probl ens; and

(4) evaluation, to the degree feasible, of the overal
devel opnment i npact of the Program
SECTION 6. 2. Charges
This Agreenent and the Grant funds wll not be used for

paynment of charges inposed under the laws in effect in Hungary,
or which may becone effective during the termof this Agreenent.

ARTI CLE VI |

REPORTS, RECORDS, AUDI T, AND REMED ES

SECTION 7.1. Reports

The Grantee shall furnish to A 1.D., in formand substance
satisfactory to A.1.D., such information and reports relating to
this Agreenent as A 1.D. may reasonably request, including
information and quarterly reports denonstrating that the funds
deposited in the Dollar and Local Currency Separate Accounts
pursuant to Articles IV and V, respectively, were used for agreed
upon pur poses.

SECTI ON 7. 2. Records, I nspection, Audit

The Grantee will:

(a) maintain or cause to be numintained, in accordance
wi th generally accepted accounting principles and practices
consistently applied, books, records, and underlying
docunent ati on as necessary and adequate to assure, w thout
[imtation, conpliance with this agreenment. Such books and
records wll be audited regularly, in accordance with generally



accepted auditing standards, and will be maintained by the
Grantee for three (3) years after the date of the |ast

di sbursenment by A I.D. or the last withdrawal from or closing of
both the Dol lar Separate Account and the Local Currency Separate
Account, whichever date is the latest. This requirenent to
mai nt ai n adequat e books, records, and underlying docunentation as
necessary applies to both disbursenents into and paynents out of
the Dol | ar Separate Account and the Local Currency Separate
Account .

(b) afford authorized representatives of A l.D. the
opportunity at all reasonable tines to inspect the books,
records, and other docunents relating to this Agreenent and to
the use of disbursenents into and paynents out of the Dollar
Separate Account and the Local Currency Separate Account.

SECTI ON 7.3. Suspensi on of Di sbursenents

A.1.D. may suspend di sbursements into the Dol lar Separate
Account upon pronpt witten notice to the Gantee if either (a)
the Gantee is not in conpliance with the terns and conditions of
this Agreenent, or (b) such disbursenents would be in violation
of any law or regulation governing A.1.D. Such a suspension wl|l
not affect the responsibilities of either party with respect to
any portion of the Grant disbursed before the suspension.

SECTION 7.4. Term nation

Either party nmay term nate this Agreenent by giving the
other party thirty (30) days witten notice. Such a term nation
will not affect the responsibilities of either party with respect
to any portion of the Grant proceeds disbursed before the
term nation.

SECTI ON 7. 5. Redeposit of Funds to Separate Account

| f any of the noney deposited in the Dollar Separate Account
or the Local Currency Separate Account is used for purposes not
perm tted under the Agreenent, or if any use of the noney is not
supported by docunentation required under the Agreenent and
applicable Program I nplenentation Letters, the G antee agrees to
redeposit, within 60 days after receiving notice fromA. I.D. of
such a condition, except as A l.D. may agree otherwi se in
witing, an equivalent anount of funds into the appropriate
Separate Account. Funds so redeposited shall be used only for



pur poses permtted under this Agreenment. |If the Gantee fails to
nmeet this redeposit requirenent within the tine allowed, the
Grantee will pronptly refund to A.I.D. the dollar or dollar
equi val ent anount.

ARTICLE VI

M SCELLANEQUS

SECTION 8.1. Conmuni cati ons

Any notice, request, docunent, or other comunication
submtted by either party to the other under this Agreenment wl|
be in witing or by telegramor cable, and wll be deenmed duly
gi ven or sent when delivered to such party at the follow ng
addr esses:

To G antee:
Director General for Industrial Devel oped Countries
Mnistry of International Econom c Rel ations
1005 Budapest
To A 1.D.:
U S. A |.D./Budapest

United States Enbassy
Budapest, Hungary

Al'l such communications will be in English. Oher addresses may
be substituted for the above by witten notice.

SECTI ON 8. 2. Repr esent ati ves

For all purposes relevant to this Agreenent, the
Gantee will be represented by the individual holding or acting
in the office of Director General for Industrial Devel oped
Countries in the Mnistry of International Econom c Rel ations,
and A.I.D. will be represented by the individual holding or
acting in the office of the Representative of A l.D. in Budapest,
each of whom by witten notice, nmay designate additiona
representatives. The names of the representatives of the
Grantee, with specinen signatures, wll be provided to A |l.D.



whi ch may accept as duly authorized any instrunent signed by such
representatives in inplementation of this agreenent, unti
receipt of witten notice of revocation of their authority.

SECTI ON 8. 3. Program | npl enentation Letters

To assist in the inplenentation of this Agreenent, including
the explanation or clarification of proper uses and procedures
for disbursenment, deposits, and withdrawals related to the Dol | ar
Separate Account and the Local Currency Separate Account, A 1.D
may i ssue Program | nplenmentation Letters (PILs) that will furnish
additional information about matters stated in the Agreenent.

SECTI ON 8.4. Anendnent

Thi s Agreenent may be anended by execution of witten
amendnents by the authorized representatives of the Parties.

SECTI ON 8. 5. Oficial Language

This Agreenent is being signed in English and Hungari an
| anguage versions. |In the event that contradictions occur
bet ween the versions, the English | anguage version will be the
determ ni ng text.

I N WTNESS WHERECF t he undersi gned, being duly authorized by
their respective governments, have signed this agreenent.

DONE at , in duplicate, in English this
day of 1991.

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE
REPUBLI C OF HUNGARY: UNI TED STATES OF AMERI CA
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Annex A

Hungary Energy Sector G ant Program

SUMVARY DESCRI PTI ON

The Energy Sector Gant programfor Hungary wll consist of a one
year grant of $10 million to the Governnent of Hungary (GOH)
represented for the purposes of this Gant by the Mnistry of
Finance. The funds will be disbursed in a single tranche
followi ng policy reforns within the energy sector and GOH budget
al l ocations to provide supplenmental paynents to |ow incone groups
affected by these reforns.

The GOH has initiated a programto drastically reform energy
pricing structures. The G ant will use the |ocal currencies

al l ocated under the Grant to enabl e provision of neans-tested
suppl enent al assi stance for |owincone energy consunmers. The GOH
has established a Fund to provide such assistance along with

ot her assistance for affected groups. The local currencies
generated by this Gant will be provided as a portion of the
funds for the assistance. The pricing reforns, including subsidy
reduction, are the inportant first step in the energy reform
agenda, and the Gant, by providing a safety net for |ow incone
energy consuners, assists the GOH in accelerating these reforns
and the paynents noted above.

The programw || provide a quick disbursing source of foreign
exchange and at the sane tine have a maxi num positive inpact on
t he energy sector through policy formul ation, adoption and

i npl enent ati on supported by A l.D

A The Dol | ar Conponent

The Energy Sector Gant will provide $10.0 million to be
used for reinbursenent for general inports for Hungary. The
Grant will be used to support the SAL of the World Bank under a
paral |l el financing arrangement. The dollar Gant is to be used
to reinburse the G antee for inports of U S. goods, eligible for
A.1.D. financing, which have been financed by Hungarian foreign
exchange resources.

It is anticipated that inplenentation of the energy pricing
refornms will be assisted by a U S.-funded advi sor or advisors
funded by a separate A 1.D. project.

Process for the Cash D sbursenent - The follow ng set of
procedures will be used for disbursenent of funds to the G antee,
to be carried out in collaboration wth the National Bank of
Hungary (which serves as the Central Bank):
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1. Upon satisfaction of conditions precedent to
di sbursenent, the Mnistry of Finance wll request A l.D. to
undertake the di sbursenent of the $10.0 million dollars.

2. Upon receipt of the request, A 1.D. wll authorize the
di sbursenment of dollars in the formof cash through an

El ectroni c Funds Transfer effected by the U S. Treasury to
an interest bearing Dollar Separate Account in the Federal
Reserve Bank of New York on behalf of the National Bank of
Hungary (NBH) and established for the purpose of receiving
these funds. The G ant Agreenment will require the NBH to
provi de assurances that this Dollar Separate Account wl|
preclude the mngling of sector grant dollar funds with
other resources. Any interest earned by these funds wll be
credited to and deposited in the Dollar Separate Account in
t he NBH.

3. AIl.D wll approve the release of the dollar funds from
the Dol | ar Separate Account in an anmount equal to the val ue
of eligible inports fromthe U S. shown in docunentation
provided to A 1.D. by the NBH  This docunentation may be
provi ded at the sane tinme as the request, or at any tine
thereafter. However, to conply with the quick di sbursenent
intent of the assistance, the NBH will be encouraged to
submt this docunentation as soon as possible.

4. Upon verification of the docunents by A l.D. or its
representative (for exanple, a certified public accounting
firm, Al1.D. wll authorize the release of the equival ent
dol | ar anmpbunt deposited in the Dollar Separate Account, plus
any interest earned, to the general foreign currency
accounts of the NBH

Criteria for Inport Credit Reinbursenent - Reinbursenent
under the Sector Grant programfor eligible inport transactions
will be made fromthe Dol |l ar Separate Account. The G ant uses
eligible US inports as a trigger mechanismto control the
rel ease of funds. The NBH will produce the agreed-on
docunent ati on supporting eligible transactions undertaken by any
parties in Hungary for a period of one year follow ng signature
of the Grant Agreenent, unless otherwi se agreed in witing by
A l.D., for inportation of the proposed eligible products.

Before the rel ease of the dollars, the docunmentation wll be
reviewed by A 1.D. or its representative in accordance with the
previously approved criteria for eligible inport transactions.
The inports eligible for "reinbursenment credit” include: raw
mat eri als, internedi ate goods, spare parts, capital goods and
techni cal services fromthe United States.
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The foll ow ng goods and services are ineligible for
rei mbur senment :

Commodi ties financed by A 1.D. under PL-480

Techni cal services financed by A l.D. or any other
Agency of the U S. Government

Pesti ci des

Fertilizer (during February through Muy)

Passenger cars

Firearnms, explosives and anmunition

Rubber conpoundi ng chem cals and pl asticizers

Mlitary equi pment

Pol i ce equi pnent

Weat her nodification equi pnent

Surveil |l ance equi pnent

Luxury goods (such as gold, silver, coins/stanps,
al cohol i c beverages, jewelry, and fine furs)

Abortion equi pnent

Ganbl i ng equi pnent

Non- dur abl e consumer goods

To obtain reinbursenment for eligible inports, the NBH w ||
present A.1.D. wth the inport transaction docunentation
totalling at |east the dollar funds for which release is being
requested, plus evidence that the goods have been shipped to
Hungary, and the conpletion of the required paynent. Upon
receipt of this information, A 1.D. wll satisfy itself that the
docunentation contains eligible transactions equal to the
requested dollar release, plus estimated interest earned on funds
deposited in the Separate Account for which the NBH can be

rei moursed. The NBH will retain supporting docunentation for a
period of three years after disbursenent of the sector G ant,
which will be available to A I.D. or its representative for the
pur pose of periodic audit.

The review of the inport transactions submtted by the NBH wi ||
be perforned by A I.D. or, on its behalf, by a recogni zed | ocal
accounting firmin accordance with the criteria set forth in the
Grant Agreenent or inplenentation |letters. The review nust
confirmthat:

1. The good is on the approved |ist;
2. The good's source and originis in the United States;

3. The goods or services are not financed by A 1.D. or any
ot her Agency of the U S. Governnent;

4. The NBH has on file the application and approval of
forei gn exchange, a copy of the supplier’s invoice, and
the bill of lading confirm ng shipnent of the goods; and
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5. The inporter has made the required paynent for the goods
or services.

Monitoring of the Dollar Disbursenent and Rel eases - The
Dol | ar Separate Account will be nonitored by A I.D. The NBH wi ||
advise A 1.D. of any novenent in the account, including interest
earned, via telex, FAX, or letter as the circunmstances may
dictate. Bank statements for the Dollar Separate Account are to
be provided directly to A 1.D. at |east once a nonth as |ong as
there are funds remaining in the account. After the funds have
been fully released fromthe Dollar Separate Account, the BNB
will provide A'1.D. with a copy of a statenent for the transfer.
A l1.D. nmonitoring will ensure that all dollar rel eases are based
on conpl ete docunentation as required above.

B. Local Currency Conponent

1. The parties have agreed that by virtue of this U S
dollar Grant, the G antee will be able to supplenent its program
to assi st consuners adversely affected by energy price increases
wi th an amount of forint equivalent to the U S. grant anmount.
This $10 million in forint provided under the Gant will be
utilized for paynents to one of the groups of beneficiaries
participating in this assistance, nanely, neans-tested |ow i ncone
pensioners and famlies with children receiving all owances in
order to offset the costs of increased energy prices ("the target

group”). Initial payments to this target group have al ready been
made by the G antee under existing | egal authority in the
approxi mate anmount of 2 billion in forint. Once new | egal

authority beconmes effective, the $10 mllion equivalent in forint
provi ded under this Grant in addition to further funding from
other Grantee resources, will be utilized for additional paynents
to the target group

A condition precedent to dollar disbursenent under this G ant

wi || be evidence of the existence and effectiveness of the

af orenenti oned authority required to provide this additional
assistance to the target group. The parties have al so agreed
that since the GOH s Social Security Adm nistration (SSA) is
responsi ble for other activities in addition to this programfor
the target group, a special sub-account wll be established under
the SSA account for paynents to the target group, all forint
provi ded under the Grant and from ot her Governnent resources for
this assistance will be deposited in this special sub-account,
and all paynents to the target group using these funds will be
made from the special sub-account.

2. After satisfaction of the conditions precedent, these
dol l ars provided under this Gant will be disbursed to G antee
based on the procedures described above. Wthin three (3) days
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after A l.D. authorizes the release of dollars in the Dollar
Separate Account for Gantee utilization, the G antee wll
deposit an equival ent anount of l|local currency into its Local
Currency Separate Account, established in NBH  These funds w ||
not be conmm ngled with any other funds, except for interest or
ot her earnings, while deposited in this Separate Account. The
G antee will certify to A 1.D. that the deposit to the Loca
Currency Separate Account has occurred and when it deens
appropriate, transfer an anmount or anobunts fromthe Local
Currency Separate Account to the special SSA sub-account for the
pur pose of enabling the GOH to nake paynents fromthe sub-account
to the qualified target group. Gantee wll keep records and

ot her evidence to denonstrate that $10 million equivalent in
forint plus those | ocal currency funds from ot her sources
commtted for the same purpose are expended for the paynments to
qualified target group beneficiaries.

Al.D. will maintain audit rights to assure the allocations from
the Local Currency Separate Account and fromthe G antee’s other

budget resources to the special SSA sub-account and that paynents
for the agreed-upon purpose were made.

Monitoring of Local Currency Disbursenent and Transfer -
The NBH will advise A 1.D. of the initial deposit, any interest
earned, and transfer to the G antee budget for energy pricing
reformactivities via telex, FAX, or letter as the circunstances
may dictate. Bank statements fromthe NBH for the Local Currency
Separate Account are to be provided directly to A I.D. at |east
once a month as long as there are funds remaining in the account.
After the local currency has been rel eased fromthe Local
Currency Separate Account, the NBHw Il provide A 1.D. with a
copy of a statenent for the transfer. A l.D. nonitoring wll
ensure that all local currency deposits, transfers and
all ocations occur in a tinely fashion and to the agreed upon
uses.

C. Moni toring Reports

During such tinme as dollars and | ocal currencies are in
their respective separate accounts, Grantee will provide A I.D
with quarterly reports to nonitor the disbursenent, release,
al l ocation and transfer of funds. To nonitor expenditure of
| ocal currency funds, the Gantee will provide A 1.D. with such
reports as are required to verify expenditures as described in
par agraph B, above. At its discretion and with reasonable
notice, A l.D. may ask to review underlying docunmentation
supporting these reports.
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